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For Release in MORNING Newspapers of Saturday, March 16, 1940 
SECURITIES AND EXCHANGE COMMISSION 
Washington; 
ACCOUNTING SERIES 
Release No. 15 
The S e c u r i t i e s and Exchange Commission today made p u b l i c an opinion in 
i t s accounting s e r i e s r e l a t i v e to the d e s c r i p t i o n of su rp lus accruing sub-
sequent to the e f f e c t i v e da te of a quasi- r e o r g a n i z a t i o n . The term "quas i -
r eo rgan i za t i on" has come to be appl ied in accounting t o the corpora te p r o -
cedure in the course of which a company, without the c r e a t i o n of a new co r -
p o r a t e e n t i t y , i s enabled to e l imina t e a d e f i c i t and. e s t a b l i s h a new earned 
su rp lu s account for the accumulation of earnings subsequent to the date 
s e l e c t e d . The opin ion , prepared by William H. Werntz, Chief Accountant, 
fo l lows: 
"Question has f requen t ly been r a i sed as to t he proper d e s c r i p -
t i o n of the earned su rp lus account subsequent to the e f f e c t i v e da te 
of a q u a s i - r e o r g a n i z a t i o n . By the term ' q u a s i - r e o r g a n i z a t i o n ' I r e f e r 
to the co rpora te procedure in the course of which a d e f i c i t i s charged 
to c a p i t a l surp lus p r ev ious ly e x i s t i n g or a r i s i n g in the course of the 
q u a s i - r e o r g a n i s a t i o n . 
" I t i s my opinion t h a t sound accounting p r a c t i c e o r d i n a r i l y r e -
qui res t h a t a c l e a r r e p o r t be made to s tockho lde r s of the proposed 
res ta tements and t h a t t h e i r formal consent t h e r e t o be ob ta ined . In 
such a s i t u a t i o n i t i s a l so e s s e n t i a l in my opinion, t h a t f u l l d i s -
c losu re of the procedure be made in the f i n a n c i a l s t a tements for the 
f i s c a l year involved and t h a t any subsequent s t a tements of su rp lus 
should des igna te the po in t of time from which the new earned surp lus 
d a t e s . 
"Furthermore, in view of the importance of 3uch proceedings , 
I am of the opinion t h a t u n t i l such time as the r e s u l t s of opera-
t ions of the company on the new b a s i s are a v a i l a b l e for an appro-
p r i a t e per iod of yea rs (a t l e a s t t h r e e ) any s ta tement or showing of 
earned surp lus should, in order to provide a d d i t i o n a l d i s c l o s u r e of 
the occurrence and the s i g n i f i c a n c e of the q u a s i - r e o r g a n i z a t i o n , 
i n d i c a t e the t o t a l amount of the d e f i c i t and any charges t h a t were 
made to c a p i t a l su rp lus in the course of the q u a s i - r e o r g a n i z a t i o n 
which would o therwise have been requi red to be made a g a i n s t income 
or earned s u r p l u s . 
"Reference i s a lso made to the p r o v i s i o n s of Accounting Re lease 
Number 16 which i n d i c a t e s the fu r the r d i s c l o s u r e s t h a t in my opinion 
are necessary when the t r a n s f e r of a d e f i c i t to c a p i t a l su rp lus has 
been ef fec ted by r e s o l u t i o n of the board of d i r e c t o r s but without 
approval of the s t o c k h o l d e r s , such ac t ion being p e r m i s s i b l e under 
t h e app l icab le state law. " 
